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CERTIFIED MATI,

Dear Applicant:

We have considered yonr apnlication for racognition of exemption from Federal
income tax under secrion S01(c){4) of the Tnrernal Revenue Code and have
determined that vou da not gualify for sexemption under that section. Our
reasons for this canalnecion and the facts on which it is based are explained
belov.

The information submitted discloses that you were incorporated on [ G

The purpose of ths organizatian as stated in the Articles of Incorporation is
" . .to administer and serve tha common interests of fhe owners and occupants
of , as a nlanned rasidential devalopment, in

under the Daclaration of Covenantg, Conditions,
and Restrictinons, as tha same apply to it and are recorded in the Office of
the Pacordatr of Deedg in said county, and under the laws ragulating non-profit
corperationsg in _ particularly Aet No.

The activities of tha organization consigt of providing a newsletter, social
functions, and other concerns affaerting the status of your Declaration of
Covienants and Restrictions.

Mambership in the assoriation is rastrictad to those who own real proparty ia
the ‘ development.

Your income is derived from membership dues.

Expenses are shawn for grounds maintenance, painting, raal astate taxes. and N
other miscellanaous expenges. ™~

Section 501{c)(4) of ths Code provides for the recognirion of civic leagues,
gocial walfare organizations, or other organizations not organized for profit,
but operated exclusively for the promotion of social welfare.
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Sartioa L5014 =1{ar1 %) {1} of tha Tnroma Taw Ragularions vrovide that an
organization is oparated exciegijvailv for the rromotion of encial walfare if it
is primarily anqagad in prometing in <soma way tha common good and aenaral
welfare of the peorls of the romaunity. &y ariganization embracad withip thig
gection is one which ig oparated for tha purpasa of hringing abour ~ivie
battarmants and social improvamants.

Ravanue Ruline F2-10% published an Cumnlative Rulletin 1972-1 on rane 149.
staras that a pon-profit arganization formed ta pregerva tha appaaranca of a
honsing davalonment and tn maintain streats. sidewalks, and coamnon srsas for
the use of rasidanre {8 axenpt wndar gaction S01(c) id) nt the ¢nda.

Hembership is raquired of all awnars of rea) proparty in the devalopwent and
Agsasymants ara levied to supoect the nrdanization’s activitiag, Tt vas hald
that by maintaining the pronarty noraally maintainad hv municipal governments,
the organyzatiop served the ranmon aond and general walfara of the panple of
the =namunity.

Revanne Ruling "4-99  publishad s Cuimlarive Rullatin 1974-1 on page 131
modifiad Ravennuea Riling 72-102 hy stating smidalinas undar which a homaowners
association conld qnalify for evemption nnder sartion 501(r) (4) of the Coda.
One gnidelina is that a homeownava acssnciation "must seTve a cowminity which
hears a reagonably rernanizakle relatinnshin to an area ordinarily identified
as governmantal in order *to qualifty undar Code qection 501 (cY 4y ™

This ruling raads in part: "} commun ity within the meaning of section

501 (r) {4} and tha Reqularions is nnt siaply an aggragatinon of howaowners heund
together in a struetural wpit formed as an intagral part of a plap for tha
develnpment of a raal agtara divisian and the aale of howas tharein., Bithoungh
an axact delinsatinn of the heundariag of a "comminity” contemplated hy
saction 501(e)(4) iy not possibla. tha term as nsed in that raction has
traditionally besn constyued as having raterance to a ganaraphical wnirt
bearing a reasnnably racoqnizable relationship tn an area ordinarily
identified as a governmental dubdiviaion ar a wnit or distriet thareof "

The area sarvad by your activities ronsiste of structural wnits formad as an
integral part of a residanrial housing devalanment plan. Such an area dnes
not congtifute a "commnniry” within the meaning of Code section 5014(c)(4) and
the underlving ragulations.

Ravenue Ruling 74-99 alsn states rhat a "homenwnars assaciation amuat nnt
conduect activitias diracted to the sxterior maintananca of privata rasidences
and that the common areas of farilitics mnet be for tha nse and anjoyment of
tha pnblic."

Yonr "Daclaration of Covenants, Conditions and Rastrictions" has procedures
for maintaining the private rasidencss and lota and common areas of your
agsociation. Your common areaas ara defined aq "...taal property ownad by tha
Association for the cowmon use and anjnymant of the membars of tha
hggnciation.”




Ravenne Ruling 74-99 aratas that Revenus Rn)ing 72-102 "...was intended only
to approve ownership and mainrenancrs by & homeowners association oif such areas
as roadways and parklande, zideawalks and sfreet lights, access to, or the nse
and enioyment of which. is intanded to members of the aenaral pnblic, asg
digtingnished from rontrnllad nge nr acrexs restricted to mambers of the
howeownars association.. .®

Your common areas are not opan for wnlimited nsa and enjoyment of the ganaral
public,

You state in your responsa that yon “cannot prevent accasa to non-residents as

a certainty (but) {von) howavar. have posted 3 signs at all normal entry pnoints
and that the sign3i, paraphasad, state that "this property belongs to [N
and that trasvassfing is prohibited.”

You state that "avery attempt is wmada by - ragidents to inform
non-membars that thay are not nermitted to use this common araa" and that the
"ganaral public may have access tn this area. but it is rastrictad ag much ag
posgible.”

You algo state in your responss that yvowr racreational facilities ara
"avajlable to all mambars of onr Rgscciation whose monthly fees are paid in
tull*. fThe entrances tn the araas whare thege farilities are lIncatad are
posted with signs notifving all who enter that "thie is I
Assoriation proparty and that traspassing will not be permittad™.

Your services do not benetit the communitv as a whnale if your services are
provids; only to mambers of the Assoriatiop who ave the privata nwnars of raal
properry in the [ PR orivate deveiopment.

Ona of the purpnsag of Revenus Ruling 74~99 is to prectude racognition of
gxemption of homaownars associations that aarve privata rvathar than public
interasta,

Your Declaration of Covanants, Conditions, ana Rastrictions also includes a
Condomininm Phase of development in [[JJJJEEE. Owners of a condominjum unit
individnally own the interior surfaces nf ths parimeatar walls, flo-.:s,
ceilings, windows, and doora of his wnit. The common areas of the uwnit wonld
consist of baaring walls, columns, floors. cantral heating, pumps, pipes, etc.
Therefore, it i3 concluded that tha common araas of tha condominium project
wonld not be accessible to or for tha use and anjoymant of tha ganaral public.

Revenus Ruling 74-17 published in Camnlative Rullatin 1974-1 on page 130
states, in part, that the statutes of a particular state "impose a» raquirement
on the ownar of tha projact to make and record a declaration of projact
reatrictiona and servitudas prior to the conveyanca of any candominium
therain, such restrictions to bind all nwnary nf condominiuwms in the project.”



Revenue Ruling 74-17 goes on to state that, "by virtue of the assential paturs
and struatira of a condominium svstem of owparshin the rights, dutiae,
privileges, and immanities of the memhars of an association of unit ownars in
a condominivm properly dervive from, and are established by statutory and

S COntractual provisions and ara inextricahbly and compuisoriiy tied to the
nuner’Q\acqnisitinn and anjoyment of his property in tha condaminium. In
addition) condominium ownership nacessarily involves ownaership in common by
all conddminzum unit owners of comman areas or elamants supportive to tha
individual units in a structural and/or funcrional sanse. Thus any
azintanance or cars of such common araae or clemants constitutaes private
benafit to the individual homeownar membera as opposad tn promoting ths common
good and general welfara of tha paopla of the comminity "

Revenue Ruling 69-280 published in Cumnlative Rulletin 1969-1 on paga 152
holds that a nonprofit organization farmed to provide maintenance of exterior
walls and roofse ~r members' howes in a davelopment is pat exampt from Federal
incoms tax unde: saction 501(r){(4) of rha Code.

Revenue Ruling 65-201 published in Cumulativa Bulletin 1965-2 on page 170
holds that 2 cooperativae organization operating and maintaining a honsing
devalopmert and providing housing facilities does not qualify for Fedaral tax
axemption wnder gection 501 (c), or any other provigion of tha Code.

In Commisgjoner v. Lake Farast, Tnec.. 305 F. 2nd 814 (4th Cir.1962). the court
hald that since a cooperative housing rorporation's activities were of the
nature of an eronowic and privars cnoperative undertaking, it was hald not to
be tax exempt as a social welfare organization under section 5031 {c) (§) of the
Code.

Since your organization's artivities are for the private benatit of its
members, it cannot be said that your organization is srganized or operated
axclusively for promoting the common aond and genaral welfare of the people of
ths community.

Based on the information submittod and the applicable 1aw citad abova, we
conrlude that yon ars primarily organized and oneratad to nrovide servicas for
the parsonal benaefit of your membars and not primarily for promoting in some
way the common gond and general walfara of the people nf the community as a
whole. Therefore, you do not qualify for exemption from Federal incoma tax as
an organization described in section K01(c) (4) of the Cnda.

In accordance with this datarmination. yon are required to file Form 1120 fo:
Federal income tax purposes.

Your attention is called to Cnde section 528, which providea cartain
procedures by which a qualifying homeownars assnciation may elact to be
freated as a tax axempt organization.



If yob do not accapt aur findinge. wa racommend that you regquaest a confarence
wWith a member of onr Regional Office ronfersnca staff. Your requast for a
confaranca shonld inclnda a wriften appeal giving the facte, law, and any
othar informpation to aunpart your noaition ag explained in tha enclosed
Publication 892. ¥You w11l then ba contactad to arranga a dats for a
conferanca. The ronferance way ba held at tha Ragiona) Offica or, it you
raquest, at any mutusally convapiant Dstriecr Offica. Tf wa do not haar from
you within 30 days from tha data nf this latter. this derarmination will
banoma final.

Appeals submittad which do not contain all the dorumantation raquired bv
Publicatiop 892 will he raturnad fa: complation.

If you have any fguastions. nleaqs nontant the person whose name and tel aphona
rumber are shown in the heading of this lettar,

Sinrerely yours,

Nigtrict Diractor

Enclosures: Publication 897
Publication 5R3






